Although the share of primary commodities in global output and trade has declined over the past century, fluctuations in commodity prices continue to affect global economic activity. For many countries, especially developing countries, primary commodities remain an important source of export earnings, and commodity price movements have a major impact on overall macroeconomic performance. Thus the evolution of primary commodity prices is an important topic for macroeconomic performance.
The main idea concerning the determinants on the evolution of primary commodity prices is the Prebisch-Singer view that indicated that prices of primary commodities should decline over time. However there is no clear evidence of this hypothesis. More recently researchers rather than focusing on structural models to forecast the evolution of primary commodity prices have come to rely on commodity futures markets as unbiased predictors of future spot prices (See Cortazar, Schwartz, and Riera, 2000) .
In this paper rather than focusing on future markets or the Prebisch-Singer view, we follow the idea of different authors (Ridler and Yandle 1972, Sjaastad and Scacciavillani, 1996) in which demand from large economy blocks might determine the price of tradable goods, if the large economy blocks have market power in that market.
In fact, since primary commodities are tradable goods we indicate that an increase on the demand for copper of a country with market power (e.g. a country which is not a price taker) must affect the copper price. The effect of exchange rates arises because an increase on the exchange rate of country j against the US dollar, should decrease the price of the reference basket of country j measured in dollars and thus increase the relative price of copper in that country, affecting the copper demand of that country.
This paper explores which economies, representing large economy blocks, have market power in the copper market and thus determine its price around the world. The paper is organized as follows. Section 2 sets out a simple model of tradable good price determination. Section 3 discusses the data used and presents the econometric results.
THE MODEL
Consider a world of M countries. Let D q,j be the excess demand function for good q in country j. Good q is copper in our exercise. The excess demand is function of copper real price, P q,j -P j , (as a matter of notation, upper case variables will denote natural log thus, P q,j is the natural log of the price of copper while P j is natural log of the price of a reference basket, both in country j) and other fundamentals variables, Z q,j . In the world economy, the equilibrium condition requires the excess demand functions to add up to zero as in:
(1)
Ignoring transport costs, tariffs and other barriers to trade, we may write (1) by using the "law of one price" as in:
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Where X is the notation for a reference country while q,X P and j X EX are the natural log of the price of copper in currency X and the exchange rate between currency j and X, respectively. Totally differentiating this summation yields:
. Finally, rearranging and integrating we obtain:
(4)
. Equation (4) states that the price of copper in terms of currency X is a function of national prices of foreign countries measured in currency of country X, plus the evolution of other fundamentals that determine the excess demand functions of good q. There are some interesting characteristics on j υ to notice. Firstly, the coefficient qj η measures the substitution effect in the excess demand function, e.g.
the decrease in copper demand as its real price rises, thus
Note then that when = j 0 υ , country j does not affect the price of good q while when = j 1 υ , the increase in the price basket of country j is completely transferred to the copper price. The intuition is that when = j 0 υ country j is a price taker in this market while when > j 0 υ country j affects the price of good q. In fact note that an increase in the basket price of country j while holding constant the copper price, decreases the relative price of copper in that country, which increases relative copper demand in country j. If the j th country is a price taker, this increase in copper demand
should not affect its price -this is the case = j 0 υ -while if the j th country is not a pricetaker, the copper price should increase -case > j 0 υ . Thus we interpret j υ as a measure of market power of country j in the world market of good q.
Further, it is interesting to notice that nominal exchange rates play a fundamental role. In fact, increases on exchanges rates of country j relative to currency X must decrease the price of the reference basket measured in currency X on country j.
Therefore movements on the nominal exchange rate of a country with market power on the cooper market should directly impact the price of copper.
THE DATA AND THE RESULTS
In this section we explain the source of data and the methodology used to test the validity of equation (4).
We obtained from Bloomberg, data on copper price measured in US dollars To include other fundamentals that might influence the copper market, we obtained monthly data on interest rate (90 days LIBOR) and the industrial production of industrialized countries as determinant of copper demand and a measure of copper production, as a measure of copper supply. As we were unable to get total world copper production, we obtain monthly data on Chilean copper production (measured in tones), which is the major world provider of cooper, with a 30 percent share of the market.
Those data were also obtained from Bloomberg. As shown in table 1, those variables are integrated of order one. As the variables are all integrated of order one, we decided to estimate an error correction model. Initially, we estimate the following cointegrating regression:
Where PCopper is the copper price measured in US dollars, QCopper is the copper production, PIER is the industrial production of industrialized countries, WPX is the wholesale price index of the country X while Y X e denotes the exchange rate level of currency "Y" in terms of currency X. In this equation we expect ß 1 , ß 2 , ß 3 , ß 4 , ß 5 >0 and ß 6 , ß 7 <0. Further, from above we know that ß 1 + ß 2 + ß 3 + ß 4 =1. We also include dummy variables to capture seasonality. The estimates are the followings: Thus in the short run, the evolution of copper price is mainly determined by the industrial production of industrialized countries plus the changes on demand on the Asian block. Also the long run residuals appears significant.
We may conclude that demand from large economy blocks, and specifically from the Asian block, significantly impact the evolution of copper price. Further, the nominal exchange rates on that countries can produce large movement in copper price because increases on their exchanges rates might increase the relative price of copper vis a vis their reference basket, which finally produce the movement in copper demand from those countries.
